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ABSTRACT 

The Military Sea Transvortation Service is one of the 
largest activities financed by an industrial fund. Its 
operations under the Navy Industrial Fund have been credited 
with millions of doliars of savings annwally. The accounts 
ing thecries and concepts underlying the MSTS accounting 
system are discussed and their contributions to fund 
mecCUNTINe meted. ne objectives of the Navy Industrial 
Fund as they pertain tc MSTS are déveloped. Financial data 
mc Valolyze@e ona “cCoMeciumsiOns daran based on the ability os 
the Military Sea Transportation Service to meet its stated 


eblectivess 
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ELABTER, I 
THE PRCBLEM AND DEFINITICN OF TERMS USED 


Governmental economists have long been concerned with 
the means of increasing efficiency in governmental opera- 
toe, A latte portiom or were Siieort along this line Mae 
been centered arcund the various devices for simulating a 
market-and-price system in government operations.  Consider-. 
able success has been claimed through the use of the various 
industrial funds. The Military Sea Transportation Service 
m one of the Largest organizations financed under tne Navy 


industrial Fund. 
I. THE PRCBLEM 


statement of the problem. It is the purpose of this 
study to determine the objectives of industrial funds and 
mie extent that the Military Sea Transportation Service has 


met these objectives in its financial operations. 


Importance of the study. Hitch and McKean in The 


Economics of Defense in the Nuclear Agel, estimated the 


co ë eS ee ee 


annual savings since commencing operations under the Navy 


Industrial Fund at one hundred million dollars annually. 


ICharles J. Hitch and Rolend il. McKean, The Economics 
of Defense in the Nuclear Age (Cambridge: Harvard University 


Press, ES 225. 
I422' 








2 
There is little doubt trat operations of MSTS under the Navy 
Industriel Fund have saved large amounts of money in the 
total defense effort, but that the internal operations of 


Me's have become more efireient is not readily apvarent. 
II. DEFINITION OF TERMS USED 


MSTS nucieus ships. The MSTS nuclets fleet is made 
Up of ships owned by the United States Government and 
@peraved by MSTS. It contains commissione@ U. S. Navy ships 
manned by Naval officers and men. The bulk of the nucleus 
fleet is mede up of other government owmed ships in service 
bit not in commission., They are manned either by Civil Ser- 
vice marine personnel or operated for MSTS by commercial 


Shipping companies and manned by merchant seamen. 


Time charters. Time charters are commercial tramp 
ships contractcd for as carriers for a period of time. They 
do not fcllow fixed schedules but operate whenever they find 


it most advantageous. 


Voyege charters. Voyage charters are the seme as 
Lime cuarters except that the ships are contracted fer only 
a Single voyage or series of Woyages instead of for a fixed 


Eod of time. 


Berth services.  Berth services are those wbich hold 


hemselves out as common carriers for cargo and/or 





J 
passengers cn established routes, observing regularly adver- 


tised schedules. 
MAA REVILLA OF TEE LITERATURE 


Lyon defines an industrial fund as financing "by a 
revolving fund which vays all costs of making a product or 
performing a service and which is renaid, after completion 
Sera tase, from aopBesriated funds." lle points out that 
bae use or an industrial fund fer financing an activity is 
maecomoanied by the introduction of deuble entry, accrual 
Pec cUnbing patterned after systems useód*sn private industry. 
Huc industrial fund ssimplities funding of «wovernmental 
agencies by permitting all charges (including overhead) to 
be mede initially to one fund, allowing overhead to be 
administered flexibly and pro-rated to orders rather than 
charged to separate appropriation limitations, and charging 
ED Popriated funds by one total cost for each order.3 The 
introducticn of the industrial fund vermits management and 
secounting tecrnigues such as engineered time standards, 
Standard dol. end operating budgets to be employed by the 
management of the activity. Another advantage claimed for 


e 
L. P. Lyon, "Dc We Need a Reevalustion of the 


Industrial Fund?" The Armed Forces Comptroller, III (June 
EO), 22. 


DELL 25. 





tbe industrial fund is he ability to púrckase and s tome 
materials nrior tomes. "This Ss @ highly desirable porno 
for those installabtions using an extensive amount of non- 
standard material .4 

He points out that many of the advantages claimed for 
industrial funds are not truly advantageous over regular 
Spropriatien acccuntimg. Meet of these accounting improves 
ments can be realized under either system of funding. The 
adwentsge of simplified fumding is only teue for those 
mi ivitices those financing is quite complex. A number of 
mac military se ticusurial plete are finenced principally by 
Only one or two allotments, not by many.’ Lyon also notes 
that Public Law 663 requires that government accounting 
gencrally be on & double entry, accrual basis. "Engineered 
time standards, standard cost, and operating budgets can 
obviously be used, when desirable, with either method of 
funding."6 Lycn concludes by stating that industrial funds 
should be considered for use when any of the following 
exists. 

1. A true buyer=-seller relationship. 

Aereo 18 "agiecec eer ecamplex funding pattes 

3. A definite need for extensive purchase of non- 

standard materials for inventory. l 
Olgpsa.,, Mc IDEE NDNd.. p. 23. 6Ibid., pe 


WXbid., p. 25. 





Critics of theNbSycr-sellor reWabicnship have saad, 

. « « If the buyer cannot select Nis source of supply 

or service on a fully competitive basis--either in house 

or outside--there is no advantage in establishing buyer- 

seller relatbisashins. Tey were aoe to any other 

advantages of such a relationship. 
Buyer-seller relaticnships between industrial fund activi- 
ties and their customers are not the same as between 
meuvave enterprises. -Bren though the freedom of choice is 
restricted, the ccntractual nature of the relationship pro- 
mes real Value in the execution of the work to be done by 
the producer. ? 

Customers of industrial fund activities serve as 
@matics cf the activity's onerations "m througr their crit- 
Berens bring apout"eecnomies of operation that would not 
secur undersepporcopriation funding. Stone Claims that this 
meroicism has been quite effective in the past, but there is 
oe] much thaw can be done to improve Future operations. 
Bell customers of fund activities would fulfill their 
Besponsibilities as buyers by being specific as to require- 
Memos and critical of performance and costs, the incentives 
for better management of the industrial activities would 


EDdüuce greater improvements in performance and cost savings 


Man directives or commands from Higher echelons could ever 





ÜP. E. Stone, "Econemy In Industrial and Commercial 
Tyce Activities Fostered By Use of Revolving Funds," The 
Armed Forces Comptroller, VIII (June 1963), 15. 


JA. a 16% 





achieve.10 

The workin fenital fund is essentially & deviee 
develcped tr identify the respensibility for using resources 
in operations where there is a continuous selcction among 
optional ways of carrying out activities. 

Essentially & governmental buyer-seller unit is an 
attempt to impese cn a sopawling ndtwork of military 
units the coordination and constraints that a business 
firm participates in meting out to eccnomic units 
(resource-owners and ccnsumers) in amervet ... . 

Awd ee on come cme cE FO tris role thart it sh ikd 
be evaluctec,tl 
Beer Breeinerceentengszrnerzımsernüzeting the evaluation, 
"the critical auestirn concerns the extent to which it 
parallels the reéspensibility berne by decisicnemalers coni- 
peting for resources in e merket envirenment".t¢ The buyer- 


Seller device sheuld be examined against the following 


tests: 


Ll. Does it provider p r eiat mestraints on the 
principel ros rece d HIS. 


2, Does Il trove a eoa Le lafermastion to sisnsm 
end guide decisiems thet yield responsive adjust- 
maus an Chesiteweot res imees amonz interdependent 
ae able? 


3. Does it provide aprropriate inducements . . . (a) 
bo motıvaterbhesacnustmernm decisions with respecte 





E. p. 18 


tl vorman Brecamier Gevemament Eificienc, and the 


A cary Buyer-Seller Device (Santa Monica: The Rand Corpor- 
p p. kh. 


aticn, 1959 


lélbid., p. 15. 








the tynes and quantities of material that flows 
toward varicus uses, and (b) to foster cost mini- 
mizing behavior within the management device itself, 
by means other than diluting the services offered 
the sheltered seller? Does it yield an appropriate 
review-and-£poraisal criterion? 


l. Will its observable results provide appropriate 
criteria and in ormat MOr tiewcceicions of 
those who must periodically approve the large, 
discreet grants of expenditure authority both to 
the buyer-seller instituticns and to other military 
Units that purchase, from them?4 
Lieutenant Commander Boney examined MSTS operations 
thrcugh 1960. He concludes that operaticns can be improved 
if Commander, Military Sea Transportation Service would be 
granted authncrity te establish temporary percentage tariff 
Povisions without prior aporoval of the Assistant Secretary 
cf Defense (Comptreller). This would allow net income to be 


EUSsted more quickly to meet icumrent trends.14 He also 


states, "An outrageous sum is being spent each year to pay 


civilians who man nucleus ships that should be nart of the 


Navy and manned by Navy persennel."15 He claims this is not 
in line with getting the most for the dollar. "If we 
require a nucleus fleet, then put it in the Navy, and let 
private industry handle the shivoing that could not be 
carried by the hard core of Navy shins."16 Lieutenant 

l3Ibid., o». 15-16 

lB. E. Boney, "An Analysis of MSTS as Single Manager 
Under the Navy Industriel Fund," (Unnublished vaper, United 
States Naval Postgraduate School, 1960), pp. 36-37. 


Wide p. 37.  lÓTD1O. 


Commander Bcecney does not present data@in his study to sup- 


pert either his statement cr his recommendation. 


Summary. Tser criweria developed for evaluating 
industrial funds, 3TWESEmeraljWwsre not nesssarilv STESSO 
oriate for evaluating MSTS. MSTS is a snecial tyne of 
activity. _ It provides Services, a large portion of maca 
eomerac led for from ees real sources outside the govern- 
ment, for other govermgempeagencites., The primary purpose 
Lor its existence is to reduce the sovernment!s cost ol 
bransnerting oersnnnned? ana carro by eliminating duplicarrem 
ef services, A buyeresellererel et onshiv cannot essem 
wee true Sense unless there iS. Competition and. al nera 
duplication of services, There cannot be a monopoly and 
free chcice of suprly simultaneously.  MSTS is not a consu- 
Mer of resources. It cannot sponsor Shipping cn its Guam 
but 18 an intermediary in the nrocurement of shipping space 
los Lose services that sponsor government Shipping. For 
bhese reasons, new criteria must be developed and tbe 
ENuancral operations of MSTS evaluated in lignt of these 


eri Leria., 





CHAPTER II 
ACCOUNTING THEORY AND APPLICATION TO GOVERNMENT 


An understanding of the theories and concepts under- 
lying the Navy Industrial Fund is basic to an analysis of 
tre financial operations of the Military Sea Transportation 


Service, 
LEA SS UNITE TEO RE 


Proprietary Theory. Under this theory the proprietor 
me tne center of ali accounting. The firm is viewed as 
merely an extension of the perscnal finances of the proprie= 
por. Hes roesusus)ble ssi end financially for the 
actions cf the firm. All assets and liabilities are the 
Nasty of the omer, and arise as the result of his decía 
sions end actions. 

Proprietary theory is the basis for two important 
accounting concepts. Underlying mod cary theory sS EE 
Hsucent of owner's not worin. This concept provides the 
Poundaticn fer the familiar balance sheet equation, Assets 


= Liabilities + Net Worth. In order to retain the equality 


lThe Pronrietary and UT LCcNE sections Of jpn 
study are the result of the gathering of information from 
the many accounting texts read. Among the most influential 
are The Handbook of Modern Accounting Theory, and The Fund 


Theory of Aeccun Acccunting and Implications for Financial R Reports. 
See Bibliography. 





10 
of the statement, any change in the Willues of on Sao 
the equation must result in a ccrresnonding change of like 
amount in the Walues on the same or opposite side. Jas 
quality is the basis for a second important accounting 
Concent, the concept of the deuple entry.” Ihe ¢ccnceo vom 
double entry in asset, liability, and pronrietary accounts 
is extended to include revenue and expense accounts. The 
Eme mule cof duali y apolies, and any Change in Cilther pac 
revenue or exnense accounts without a like change in the 
erber vill result in ta cuente ine the met werth of the pros 
mele cOr. Inercia a Po Geprlcvo stip 15 a measure or 


positive or negative income to the owner. 


Entity Ibecry. The entity theory evolved out of 
Mmeceseruy from tle pronricuary vulcery iva the coming" ofr UNS 
Cereerace form oí organization. Uae pecerictary theory wae 
ones? aApier bo vice, Lhe Meeds of tne new concept of cora 
Ec cuNDDSI NUGUDOPSUIOns Glirer from proprictorships in we 
concep». of personality. Corporations are not viewed as mere 
Pamemeial extensions Of thelr Cwhers bub es separate legal 
Sabios reseensıbple far their ewa octlicns and debts. A 
SBccondsdiiicrence between proprileborships and corporatigma 
BS the Mime aca tac Timm is managed., ~ Proprietor p: 
are almost always managed by their owners while corporations 
generally are managed by orcfessional managers who act for 


the many owners (stockholders) of the firm. A third noticn 


11 
that separates the two forms cf organization is the idea of 
limited liability of cornoration owners. Generally speaking 
owners cf cérecratians arc liable only bo tac extent of te 
tasir investments in the firm eille propricbors are liable 
Ber Beer debts to the full ext aire e a personal 
wealth. 

Under the entity therry, assets and liabilities are 
viewed as the orcnerty and responsibility of the corporate 
culo. Ine cosmoration is responsible to its orki GU 
fer the management of the roscurces they have cnt toi EO 
SPI 

Assets are no longer viewed as the physical ezici: 
ence or propor” ae er proprietary (Hoor: Fron 
are viewed as the costs apolicable to services available for 
Nture conversion andrade ler) o the market. The TIENE 


a 


Qe of the balance sheet represents acccuntabilities to 


po 


S 
owners and ereditors fcr legal and equitable interests in 
ihe esorevycn. —ewesuctls mo: viewed as an accretion or 
proprietorshiv but as as acquisition of new assets by com- 


pleting transactions with customers. 


cor. PAU the sense used here, uen 
accounting unit organized for tke accomplishment of a 
specific, continuing objective, independent of the legal 
pattern cf crganization. 


Its acccunts recognize net cniy all the asset items 





2 
but alsa all the equities that pertain to that fund; in 
addition, there are also present complete classifica- 
tions of revenues, expenses, and income accounts. These 
taken together, provide a general trial balance, com- 
plete as to the operations covered by the definition of 
the fund.¢ 

me nation of a funa 139 fee from the thinking of persone 
ality that is basic te beth proprietary and entity theory, 
and is not concerned with attitudes about valuation. Assets 
End liabilitics are thought cf in terms of services. 

"Assets are econcmic in nature; they are embodiments cf 

Eu bure walit satisfaction in the form cf service notent aik: 
that may be stored against future events."3 "Equities are 
pucwed 23s restricuions that epply to assets in ume 
iud ch therefore condition the operations of the fend 
as dictated by the management. "ly 

According to Vatter, there are three basic notions 

that underlie the fund theory of accounting. They are the 
Il ddowing: 

A fund vas a means of limiting the area of attention 
by defining the groub of activities or operations mn 
Euch any one set of accsuntine records is ccncerned, 
Seconely, it was pointed out that the basic requiréemcavs 
of terminology--operatircnal content sand homogeneity of 
substance--regquired the definition of assets in terms of 
economic service . . . . Equities are restrictions that 


apply to the assets that are present in a given fund; 
SQumemes are not legel diabilities, equibable clamor 


William J. Vatter, The Fund Theory of Accounting and 
lts Imvlicaticns for Financial Reports (Chicago: The Univer- 


sity of Chicago Press, 1919), p. 12. 


2Ibid., p. 17.  liIbi8., p. 19. 





1 
ownership rights.5 
services: are nut inte a fund fer 4 yaaeci1 1C youre oe, 
Lo be directed tqward the objectives specified in tha pur- 
Pase of the fund. “Expense is the dramas ot of emma. 
to the designated objectives of the fund. Revenues are 
additions of new assets to the fund differing from other 
m at acquisiti-ns in that they are compilctely fro cTor 
EuuBty restrictions other than the residual equity or tac 
Mud itself. 
For the purneses of government, The National Commit- 
tee on Mumicipal Accounting has defined a fund as Tolima: 
A sum of money or cther resources (gross or net) sct 
aside for the purpose of Carrying on specific acer T. 
or attain certain ob ee Gives in accordance mithi 
special regulations, restrictions, or limitations, $390 
constituting an indeoendent fiscal aad accounting 
entio 
Me balance skects of @evernment funas cantan a 
Sompblete accounting of the fund's assets, liabilities, sema 
BEDpDl]uscs. There is no notion cf equity in Bamernmental 
Eccaunting. Assets includc, in the case cf Working Capital 


mands, fixed assets end consumables. Depreciation should 


mot be taren unless cash in available for replacement. 


DMA. p. 22% 


Municipal Accounting Statements (Chicago: National 
Committee on Municipal Accounting, 1950), p. 1. Quoted by 
William J. Vatter, Thcory of Accounting and Its Implications 
Bor Financial Reports (Chicago: University of Chicago Press, 
1919), p. 10. 








1l 
Revenues are considered additicns tc assets which neither 
Increase eny liability mor Mepr eo seno ULECMESOVery of aa 
expenditure, and the cancellation of liabilities witheut a 
correspanding increase in cther liabilities cr à deereBec in 
assets. Vetter summerized the grneral uses cf fund acccunt- 
ine, and the essential differences between the povernmental 
f c vem end funda sccounting as practiced by Commerce. mead 
meee trial activivles as fellows : 


1. The lunc, not sac person connected MITA 
viewed as an entity. 


2. NVeluetion, sc far as func eccounting Ls. encerrada 
is a minor Tesüuec;, tie absence of inecme emo cM 
is Jargely responsible Tcr teis, butzichezier er 
almess cf the’entity noticn cbvicus!ly comer ro 
CeL rol view 


hend balance sbect 
restricL ion lg 
Es this 15 trueno 
GG resmect to atrro— 


3. Equities, cr weatever the rigl 
Mens “are called. are Vicweodla 
Sebas acb as legal 112011 
only as te surplus but alse wi 
BR A Laas encecomnmomnus. 


"p 
S 
t 


ho The segr:gatien of leng-term fren short-term items 
is maintained in scmewhat mcre definite wars when 
fund accounting is empleyed. The funding of capital 

sgets, long-term investments, ana the file 3 see 
Mer practico tin timsticubianesl practice: 


Fund acccunting for institutions end gcvermental 
agencios embraces corvaln »nrccedumee in reporta 
Coating data, -ana trenc are seme duc ON CIS 
between financial anc Insb zu. a Igecverpe mer 
revenue and dxpense. These cifrirences, hewever, 
are largely matters of ValuUaticn or cl the dere 
Wise: tre accrual basis of accounting is Tellz cn 


Vil 


6. GQnewof the distinctive features cf mnd ace maane 
is the abscnce of cmyhasis upon "net inccme" and 
reigted netions of "profit", "operating margins", 





IE 


and tre lite.’ 
IT. APPLICATIONS TC GOVEINMTENT 


Me Navy Industrial Fund. The Naticnal Security Act 
of 1917, as amendec, authcrizes the Secretary cf Defense to 
establish rings cavital funds within the Department of 
Perense. These funds are to nrevide werlting capice for 
Base commercial ant in@i@strial type activitLeés that @revicde 
common services within the Department.0 The Navy Amin 
Fund is established as a consolidated working canital fund. 

liseentially Teer Industrial Fund is arbuyer-se Wer 
nance cessenced vo pattern theroperations 01 geveriment 
commercial-industrial activities afteı those of private 
enterprise and to intreduce like incentives to efficient 
Beriormanee through buyer-seller rclaticnships.? 

Thewwermne capital fund is initially capitalized 
With a pre-determined amcunt of cash equal to that necessary 
fer operations until such time as tbe fund can become self- 
Aa tained. If then sells its outout to service buyers, 
Macally at cost, an through reimbursement from users sus- 


ens 2US operaticns pitrout further aporopriaticns cr 


Watter, op. cit., p. 3. 


4 


© appendix A CONnvaImSs Ba SLavemeciL Of the special 
purposes and objectives of the Navy Industrial Fund. 


Pen op. citi, p. 22. 
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operating mcney. 


Secretary of Defense Project 121 identifies the man- 


agement cbjectives of the buyer-seller relationsiips te be: 


"nore responsive perfonmuüsmcc to the necds cl wie 
buyer activities when they otherwise would be unable 
te negrtiate and hancicanned in crdering, the speci- 
fic work or services to be furnished, bye tre fact 
that they arc net funded and abTC PONDUS fora 

This would require more effective nrogramming, and 
budgeting fer the Specific worl Orce requarca, 
and imprcved flexibility in mating program changes. 


(ester flexibility in varying 6óhe worni ror eS ea 
industpilal-type or commercial-type activ tye ire Eb. 
responsive tc work loads imnosed. This can result 
in Lover unit costs e production. Under ec 
budgetary relationship the work force tends to 
stabilize without changes cerresnonding to varia- 
Urcns in the werlkiload, exther up or down. 


achievement of lower unit costs of production as a 
result of the buyer's positicn of criticada thems 
of predetermined fixed priccs cstablished on a 
quasi-ccntractual basis to the reak St e?r nmt 
Tessıable, 


facilitate increased cress-servicing, with more 
economical use cf facilities and avridance of unnec- 
essary dunlicatian of facriitics within the Wear > 
ment cf Defense.? 


ne Mili tary Sea Iransrortauson Seryree, Mike a 


tary Sea Transportation Service was established in 19h9 as 


mee result of the unification of the Army Transportation 


mervice and the Naval Transpertation Service. MSTS provides 


ecéan-going transrortation for nersonnel, cargo anc mail for 


ail agencies of the Denartment of Defense and for other 





= ames a 
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agencies and individuals sutherized by the Secretary «f the 
Navy. In crd*ér to provide thed@!iservices, MSTS mai bens 
and operates a nucleus fleét, and as Polem nt, ¡PUC 
commercial shipning space sufficient to meet the needs cf 
the ecverment agencies it serves. 
The Military Sea Transportation Service was chartered 

under tte Navy Industrial Fund in 1951 after enc year cf 
@ne@reaticn under thie wavy Management Fund. Its ape tarios 


are financed from revenues generated threughie charg@e made to 


mecrs of its services. 


Detcrmining tariffs. The ccsts of onerations 
mcurrod by MSTS are reecvered through tariffs charced to 
Bustvomers, Ideally this p»precess provides ocean transnere.— 
ron sgrvices to users at cost with no resultant profit or 
mess to MSTS. These tariffs arg based on the customers! 
enticipated volume and the MSTS budget for the next fiscal 
year. 

in abeut August of each year, the users of MODEM CX 
fees provide MSTS with an estimate of thcir needs for re 
camine fiscal year. MSTS computes an estimated ccst for the 
Services anticipated and notifies the users of their aprrox- 
Mate cnerges. In February the customers provide MSTS with 
a more refined estimate of their anticipated requirements 
mor the next fiscal year. On the basis of these revised 


Ineures, MSTS determincs the type of shipning necessary to 





10 
meet the requirements and ppc perons LU Co tine or com 
Mis plan cstablishes the nartion ci cargo, passengers, ema 
petreleum products ta be mcvod bw ecrntrelled and commercial 
Sshipning, and the number and types or contio Tieden n e E 
oneratcd. Tne l&w orchibits MSTS fron moving less than 50% 
of governm nt owned or financed dry cergos and petroleum in 
privetely owned U. S. Flagshins, as long as they are avail- 
abie at fair and reasonable rates. This must De rote 
Cormicdcraticn when prepering the Operating Forcier k n 

Cost €stimatcs are derived from the Op@rating Force 
asi. | ioe Meds Charter Limits the items that wa be 


@inencea by MSIS. Such items as charter hire, maintenanes 


5 


ead Cavilianesalaries ere “roperly charged as costs ase 


a 


military pay and allowances, new construction, and deprecia- 
tion on fixed assets are prohibited. 11 The costs of all 
nina preseribed in che Operating Force Plan andik i: 
overhead are comovuted to determine the total costs that must 
m recovered through tariffs. 

Tre MSTS consclidated budget is prepared and submit- 
bed to the Navy Comptroller and the Department of Defense 
Mp troller for review and apnroval in sufficient time te 
Beve it acted upen befcre 1 July. When the budget is 
Boproved, tariffs arevestabliskel that ill recover tre 


——— —— 


lor a more comprehensive detailing of allowable and 
Orcehibited costs, sec the MSTS Charter in Appendix EB. 
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Gcsps of operations. 

Tho rates determined are fixed to the users irrespece 
Live of the costs of the shipving used. Amy profit andern 
cencrated by annual operations will be charged to capital as 
long as these charges are within reasonable levels. If 
tniesg levels are exceeded, MSTS tales corrective action, 
Mens ly in tne form of tarifi or billing BONUS mU. 

In additicn to the normal point-to-point transporta- 
fen opncratiqns, MSTS participates in special sre jeer. 
ie se project operations currently acccunt for some 
$30,000,000 in income and exnenses annually. Most of these 
ships are ammolved in survey work and special nro Joc ue a 
che Pacific Mister le Range. "Iheir services zer rer 


Sect, and usually no profit or loss is generated, 
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CHAPTER III 
TUE ANALYSIS 


The primary objective of the incustrial fund is to 
reduce the cost of the product or service being produced. 
Mdustrial funds pattern their opomations after private 
enterprise and attempt to introduce like incentives into the 
operations of the fund through the introduction of a "buyer- 
seller" relationship. Specifically the funds are designed 
BO: 

1. Pama cests of producing che preduct or Mer- 
vice.l 

2. WMprevescosc cCoubrol thretgn flexible budge timas 
Menancing, and accountin tror Costes 

3. Obtain management aávantages, incentives for 
erficiency and economy, and lower costs attributed to the 
"buyer" acting as critic of the "seller". 

l|. Sunpert the performance budget by facilitating 
meeting and revorting for the Eolo Rena products uns 
meaerlying the cost consequences of decision making, 


including the choice between alternatives. 





Lyon, loc. cit. 


CDepartment of Defense, Regulations Governing Indus- 
trial Fund Operaticns (Department of Defense Directive 


710.4 of 17 July 1958), Washington, 1958, pn. 2-3. 





el 
5. Control costs by varyinm the lebor force and 
inventory with the yari load. 
6. Establish nredetermined end product »ricos, thus 
establishine cost standards. 
7. Facilitate cress servicing end avoidance of 


unnecessary duplication.3 


Buyer-seller relationships 

A buyer-seller relationship is basiocosf who imduss 
trial fund is to achieve its objectives. A true buyer- 
seller relationship exists mien the produge»: can Seele 


ete sources of wonk cnd the customer has sore Irec on mi 


| 


Chace cf supnlier.l} 

The MSTS is a provider cf oceanegoincstbasnsoorbs s 
services. It can nrrduce such s@rvices 10seif or MENGE 
pouLract with cutsido shippers for “hocico seque 
Its flexibility tc vrevide services is limitea by tie mums 
ei gcvernment owmed ships available, the length of time 
requäred to activate .and deactivate muclewsyships, the 
Anel teability of commercial shipping Space, anderhe Uso 


Preference Act.b 





stone, Loc. Cik; 
Lyon, On. Caine ce) ION 
>The Cargo Preference Act (50/50 Law) requires that 


not less than 5042 of government-owned or financed cargos of 
dry carge and petroleum products be transported in privately 
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MSTS can generally see) tho best and most economica] way of 
accomolishing its work by selecting the transrortation 
source best SsuLtéd tor treo 

Customers wishing to transport personnel ar goods may 
checse between ccean or air transportation. In each case 
theyimust deal only With the authorized mann Cers. Lane 
case of ocean transportation the maenerpero 15 1505. ner 
transportation is managed by the Military Air Transportation 
Service. There is little choice between modes cf trans crt 
ticn fcr most cargos. Heavy, bully cergos con be trans- 
portod ecoungmically only by shine pine Shipper must Ween 
Molo or pay prohibitive trang servation charges to have aie 
e as transoosted by MATS; 

In & sense, howover, the customer dees have a wider 
ercice cf supnlier than m rely choosine between MSTS ana 
MATS. MSTS, as manager, acts as an agent fcr each cf the 
Becr Services, As zes une 5esbonstble for ppovsqgme 
@ecan trans~ortaticn to 10S customers at the lowest cost. 
Econ tie customers proJserea life: requirements, MSS 
schedules transportation services consistent with the law, 
current market, and the route that best meets the user's 
meeds. in essence, MSTS acts for the customer in selecting 


ENsourcc cf sun ly conoce Che Ssmo time enccurages 


owned U. S. flagships, to the extent that these are made 
available at fair and reasonable rates, 





e 
competition emcng the sources crT^Ctranse Y UQaUTOR Mer vee EN 
biis sense, a true buyer=seliler relationship cos A 
Mero and its Customer Serviced. 

Ihe buyer-seller relaticnshin Debo cons 
Gustcners is anstisted by the monthly Shipper ocevice Commer-— 
ences conducted by MSTS. These conferences are attended by 


- 


pspresontatives cf te s spseépb sorvicos arn Een 
mie seeretaries of Defense and Wavy. Participants i une 
ecnfcrence may questicn any phase of MSTS operations and 


mercer Constructive Criticisms pertinent uo OpeusmE NI 


Fiscal problem areas. 


MSTS Accounting 

One of the purnoses of 1undqustblel funding Ts ve me e 
Bevernmental agencies more business-lile. iS Lope co 
morrocuction of the buyer-sellor relavicnsaip 2) kee 
moc tools of modern management available to the lund manse- 
Eers. The strongest tools the manager hopes for are those 


mimaacial advantages gained from e modern, effective 


Booocut:ng sraten. 


Ga nuses: The- Mors system stes ade 
EN t system. Its boolas contain damect expense eccCune mer 
Buc labor costs of civilian marine emplcyees, travel for 


both military and marine employees, subsistence of passen- 


Ca 


pops. fuels, tolls, nilctaége, damage claims, shi equi- 


E 


mno, maintenance, activation and inactivation of shins, and 





el, 
charter end ship ccntract expenses. The everhead account is 
made up of indirect exoenses «me consists of all cri 
employees! (exclusive of marine) labor costs, indcoctrinaticn 
and treininc expences, travel expenses formal peewee 
ashore, occupancy of premises, rent of equipment, office 
expenses for consumables, transnertation and handling of 
MSTS owned materials and supnlics ashore, communications, 
public relaticns, automotive and water transportation oper- 
ating expenses, office equinment and maintenance, medical 


sexpenseg for civilian personnel, casbhoxnolleucobscuU dM 


and other overhead. 


Variable costing. Such a system of accounting is a 
direct costing, or more aprropriately, variable costing | 
system. Variable costing is basically a device to pem 
the segregation cf fixed and variable cost components .© 
these costs that vary directly with volume are classified as 
variable, while those that do not are classed as period 
costs. Period costs are associated with fixed factors kept 
in readiness regardless of tbe ectual volume cf business and 
are indenendent of short-run volume changes. 

Some costs are readily definable as variable or 


pricd, but many are semi-variable in mature. By Cem 


6Gordon Shillinglaw, Cost Acccunting: Analysis and 
Control (Homewood: Rickard D. Irwin, Inc., 1962) p. 621. 





ap 
analysis these ecsts can be broken dem into their variable 
ana period commenentea, 

Variable costing provides fer the charging of on 
the variable ccsts to the prcducts cf the firm while holding 
the »eri^d costs separate. This aporeach allows full atten- 
tion to bc deveted te the effect which variable cC@sts mame 
on the profit and loss statement and supplemontary opera- 
tiens renerts. Variable casting provides inigmvavicn 25 a. 
ecst-velume-piofit relationships in a form more readily 
understandable by managcment. It includes flexible budget- 
ans, breat-even enalysis, and marginal incene analyaiee 

Variable costing brings out costs that can Ge chimed 
Sy current operatims decisions. It readily facilitaire 
breal-even analysis and roints out the effect that manage- 
ment!s long-range policy decisions have on fixed costs./ It 
A us hew much cach product or service contributes Lom 
Gosts and pr-fits. It presents acecunting and financial 
meports in the form needed for pricing policy Tomi 
Ee auct mix determination, and other ceciscion mea. 

An analysis of the MSTS accounts quickly reveals sue 
the bulk of MSTS expenses fall in the category of variable 
ecsts, and the remainder, Comprising tne overhead, are sente 
parjable costs. Figure 1 cemmares the cvernead exgperes u 


——— 1 o a PR 


TBresk-even analysis invclves determining the pcint 
wWi;ere revenues equal total expenses. At the break-cven 
pomo there is neither profitenor loss. 
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Annual overhead in millions of dollars 
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the past ten years with total MSTS exnenses fer the Same 
perird,0 It can be scen that overhcad exvenses are respon- 
sive to tne tetal exnensts cf MSTS; this is @snecially eruc 
since 1957. Cverhead exnenses are nct directly variable 
with volume but are semi-variable. It should be noted, 
hovever, that the cverhead exnenses aprear to have become 
increasingly more rqsponsive to vclume Areco i E 

Trose truly fixed costs of MSTS are exec mr nm 
on statistical basis, frem the MSTS accounting system and 
are not reflected in MSTS costs: therefore re 


wee net ccnsideredi in MSTSI ricin 


Budgets. The objectives of the industrial tua 
include imprcved ccst contrcl thrcugh a flexible budget. 
Variable costing nrevides MSTS with a budget that is 
flexible te the needs of the system. TreMM5ts rare 
emailed and ap^»reved annually.) It depebatier wa S flexible 
that it is referred tc as a planning budget and is upcaved 


ence every three months. 


Decisicn malging. A second related obectiv Te ERa 
PP LS 
sup»ort the performance budget by facilitating budgeting and 


renorting for the costs of end products, thus pointing out 


— P ee eee 


Sail data vresented in this rencrt was compiled fron 
the MSTS Financial and Statistical Report, vart I and part 
II for the fiscal years 1955 thrcugh 196l and the MSTS 


Financial Statemont for the fiscol years 1961 thrcugh 196h. 
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the cost consequences of decision marines. Curently less 
than 3% of MSTS total exnenses are classified as seni- 
variable. The balance, in excess of $100,000,000 annually, 
15 directly accounted for by carricr ena tGyve. lie Ceo. 
ccnsequences nf decisicns are readily apparent to the 


aécision malrers vinin MSTS 


Break-even analysis. Break-even anelysis, essential 
te the cbjective cf non-profit cperations, is easily pro- 
vided for under the current cost system. Tariffs may be 
detcrmined from the brea’:-even analysis and standard prices 
established as cost standards fon HSCS. Tani AS ea 
easily revised, based on up-to-date breal:-even analysis 
eeriecting current inconeseand expenses. 

në cost system used by MSTS is currently Mona DN 
variable cost system. As pointed out, taere 1525205: 095000 
percentage of cests still classed as semli-=verlable MAS 
brealadeun inte their nericd and variable portions. Moa 
extremely effective managemcnt tool that provides cost 
information on which tc base decisions and selection fama 
alternatives. The system used points cut trouble spcts and 


Calis attention to areas needing corrective action. 


Costs of services 





Industrial funds operate tognay all the costnma mone 


ducins a service cr a product and tc provide tbis service or 








a 
product at the lowest vrice.9 The Notional Committee on 
Governmental Accounting has recomnended that fixed asscts 
should be carried in the acccunts of werking capital funds 
and that denreciation should bu recegnized for unit cost 
purposes. The Committer has also stated that denreciation 
on general fixed assets should nct be rcflected in the 
accounts unless cash for renlacem nts can legally be set 
aside.lO MSTS is currently prohibited by law from finenc- 
ing fixed assets and dees not include de»reciation as a 
Cost of operation. It is further zrchibiteg Fraser on 
the costs of military pay and allowances as ecsts of operat- 
ing the system. Both cests are true ccsts cf operating the 
MÉTS. The arguments for and against tie exclusion oí Less 
costs are lengthy and varied. It is nov the purpose of Waa 
paper to comment on the policies of authority outside cf the 
Pers organization. It must be pdinted our, Nowe er aie 
ime costs of military personnel srt qirect ano curro 
of operations. They are a8porcpriated expensos of the armed 
Forces and the funding of a portion of the MSTS labor res 
pu this manner is contrary to tne objectives of ocn 
Defense Project 121. By excluding Military vay and allow- 


ances and depreciaticn from the cest of operaticns, the 


Alena, on. cat. mem 


->10Aprendix C contains a complete listing of the NCGA 
recommended principlcs and nracedures for munieigal ernis 
Eno 
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industrial fund decs not pay all the ccsts of preducing 
services and fails to mect this obyectivéwof industria 


funding. 


Operaticns at cost. Table I is a Cempa@ison of the 
annual incomes, expenses, and profits or losses of MSTS over 
the past ten fiscal years» These figureseimclude cnly these 
actual expenses of MSTS and are exclusive of deorcciation on 
fixed assets and military pay and allowances. Profits er 
lesses have not exceeded four ner Cent Cr the nnum uM 
un any cf theypast ten years. The tctalproiit for ce 
entire vo’ ricd is slightly greater then $10,000,000 on 
$11,200,000,000 of eperatirns. This is a varience of about 
twe-tenths of one per cent. 

The demand far transportation varies by tock AR 
Situaticn. By the same token, the price "of commercial “ships 
Dine varics by the demand for and supo Morl space ava 
mad thé route to be serviced. It Is orten al eure 
Shippers to accuratelj forecast their future lift require- 
ments and for MSTS to nredict the ccst of commcreial ship- 
Bing, Tariff rates are set and appreved annually; em 
Meeification of these tariffs must be ar oved by uae 


sistant Secretary cf Defense (Comptroller). This par- 


E 
e 


Ebally retards MSTS's inherent flexibility and cate ss sea 
changes tn lag exrense changes. When the uncertainties 


MInvelved in budgeting are ccnsidaerea, end the Cests OPE 
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TABLE I 


MILITAHY SEA TRA SIOKTATION SERVICE INCOMES 
EXPENSES, AND PROFITS FOR FISCAL YARS 
1955 THROUGH 1961 


Tetal income Tctal expenses Profit (Loss) 


1139,562,066 nS, 851, 91.8 (15,289,882) 
15,196,018 llinc? 1,545,811 
Mea E hal, 812, 232 1,166,080 
351,105. 0655 3h19, 705,225 1151996 , 253i 
355, TODO MO 350, 69b (2,852,420) 
123, Ong TO h11,, 607,691. Olio 
10,176, 616 13h, 005,000 6,171, 816 
1.71, 601,478 177,211,256 (5,609,678) 
1112,1119,581 412,683,524 (263, 915) 
1211, 718,970 1122 O8 377 yt (ene E 








E 
assets and military pcrsonnüncl ere disPegerdbd, it must be 


concluded trat MSTS bas met tie objective cf predic 


vices at cost, 


Nucleus shins and emplcyoes aflcat. The objectives 
of industrial funds include cost cont@cl BR varying er 
labor force ond inventcries to meet te Berge loads y- = 
terics as such ere a minor item in the @@se of Memo aap c 
act considered as indicative of the flexibiiaty of era ee. 
ine civilian labor fcrec 1S 947 2hdicative Wer.) E 
seme icon it must be berne in mince Wav any Sista c 
increase in the marine laber [cree means an ocres somos 
ge vernnent cwuned sbips in scrvice and vice versa. Figure 2 


S a graohic presentation comparing the ennual dollar. 


x 


ues from MSTS nucleus ships with tho number of civilisH 
employees aflcat and USNS ships in service. The reader 
should keep in mind that c@ten NSTS mucleus sliigs ane 
assigned to the unnrefitable runs. Im the case of MSTS 
manned tanlers, the ships concernea arc gen@rally smali ACG 
ues requiZing crews almost as large as largor poerit on 
pornu ships. 

The number of MSTS nucleus ships in Service ise 
lewed the pattern cf incomes gencrated frem their services 
since 1950, thougk the movement has nct been properticnal. 
ican be secen tat inl cages since 1956 when incemes 


e ` . 
have gone dom, sc have the number of ships in service and 
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vice veYsa. 

Ihe number cf employees afloat and the total MSTS 
nucleus ship incoms are much more closely related than is 
the relaticnship of the number of ships to income. In the 
Case of employees, the numbers have varice directi though 
not ^roncrtionately, with income for the rast ten years. 

Ihe numbe# cf employees afloat has enilv varied 
directly with The number of ships in service since 1958. 
Pricr to that, there was ne predictable relationship between 


these twe resources, 


Empleyees ashcre. Figure 3 is a Ccmperisc ci ere- 
total ESTS exnenses and the number of employees asNare. 
total, expenses are used as a measure by which cargo, passen- 
geers, and netrcleum can be commcnly measured. To Cor TNIE 
sions can be drawn as tc the predictability of the rele. a= 
ships that may or may not exist between the MSTS work toad; 
as measured by total exrenses, ana the number of persone 
employed by the shore establishment. It would appear that 
mac number cf civilian emplcyces ashcre is primarily sae oe 
dent upon factors other tran the volume cf shipping. The 
nature of the work done and the inflexibility in varyina the * 
mer force: under civil service is inceuberdıy resporsr an 
for & great portion of the absence cf a direct relaticnskip 
between shipping volume and the number of employecs ashore, 


In 1956, both total expenses and the number of 
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employees declined, while during 1957 and 19506, the number 
of enplcyecs remained ccnstant and expenses went up and down. 
For the next three years, both went den, but not pro»cr- 
ticnately. From 1961 to 1963, the number of em-loyees cen- 
tinued the downward trend, But the tctal exnenses went up. 
During 1963, exrenses and the number cf employees both rose 
slightly. 

Annrrximately 83% of the personnel enployeda by gees 
are marine emplayces. This pertien of tica AS 
variable with the worl: lead imposed upen tae nucleus fie. 
and historically has varied directly with the VANO 
business dence. The remaining 17% are generally independent 
ef the werk load, 

The remainder cf this portion of Ue study dealer 
eosts of cperatiens. These cests ave vem pmecsed) perma UP 
metric ton miles fer cargo, 1,000 passenger mies [cope 


sepecrs, ana 1,000 long ton miles fo» petroleum. 


Cost cf transnertetion 

Figure h is a comparison of the costs of transporting 
carrc, passengers, and petrcleum cver the past 10 fiscal 
years. These are weighted ccsts based on the costs and por- 
tion moved by each type of carrier utilized. Since 1958 the 
costs of transncrting passengers and petroleum nave been 


decreasing vhile the costs of transporting cargo have 


bemewed virtually constant. -During beis Sane per tod on 





t 


ui 


ü 
= ^T xv ENE e 3 AT Me ni IBI 
- l ayu sogu LAL OCOT wad ODSVO ONILdpdsSxval AO isoo “L HALIN NM 
| c TE i: P wa exco sva oHIZNOdsNYNL JO SLSOD SH JO NOSTUVANOS 


4 


| 
| | | seqni EAL COOL MEd MIZIONLSA ONTLUOUSHVAL JO SLSO0 Wb 





AE E CAE lem 
e MARA oe y EmMDIA IY. E LE | 











u y 

EA O, 

FA Sí Sr 

E Ge E 

e -$ 

(9 

a Ae _ = a 

A ee 00*v O 

Ps ct 

o 

x rg 
O 

a> ES 

e REM E 

C y | EE A a | > >» oec cT T=- A | -A -—— $ $ 3 

be | | | | m 00*6 9 

c oz | y A E 4L. | _ R A E O. our mn — 

Era — P 
© i 
A | | 


g1oduossuq 7 


00°9 


= À— À— 











38 


time, the general l: vel of prices heve been increasing. 


Carpe transrertaticn costs, The total ceacaé of 
transncrting Cargos, passengers, and petroleum are a product 
of the most utilized means of trafispertatian. The costs or 
all carriers dc nct necessarily follom the same trends as 
the average. Figure 5 compares the costs of transporting 
all cargo with the ccsts of transporting cargo vio 
nucleus carge carriors and the costs of transport o.m eE 
shipping contract. It should be noted that the demir cae 
of operating MSTS skins cemmem be directly compared to Tae 
costs of commercial ships due to the nature of these 
ing systems anc the flexibility of commercial peus ee 
demand. However, it is felt that the trends of costs are 
sienificant and that commerisens can be made on Ghis baw. 

The costs of cperating NSTS nucleus cae. 23 
penerally folloued the average costs of transperting cargos 
and have the same general ccst pattern as tHe costs cf ship- 
ping ccntracts. Abcut 60% of the total cargo transported is 
moved by commercial shipring contract, abcut 20% by MSTS 


nucleus ships, and the remainder by varicus commercial 


means, 


Passenger transrortation costs. Figure 6 compares 
che total costs to transport all classes of passcode rS TEn 


miles with the cost to transpcrt cabin and trocp passengers 
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l1 
1,000 miles. The costs cf transsortinr all passengers shews 
a deimward trend ccmmencing in 1958. Trocp transpertation 
costs follow the same pattern as tetal pesscenger ca TaN 
treops are transported on MSTS nucicus ships. The ccsts of 
transporting cabin class passengrirs are much more erratic 
than the average but show a libe dcewnward trend. 

Figure 7 breaks the costs of Uimaensporting cabin pas 
sengers down into the costs of passengers transported by 
MSTS end the costs cf those transnorted by commercial means. 
It can be seen that tke costs of MSTS transported passengers 
show a downward trend while the costs of commercial trans- 
pomtation are generally upward. The fact that Seems base 7 
able to bring, down the costs of transporting personnel would 
seem to stem from the reducticns in costs realized from aia. 
Buedeus ship operaticns. One consideraban” S E 
be overlooked is the number of commissioned ships care Mia 
passengers for HSTS. The ccst of military pay and allow- 
ances paid the crews of these ships is mot fime@meed by weirs 
ad the resultant costs of transporting pesecisersyare ccm 
respondingly lower. In 1956, six of a total of twenty-nine 
nucleus ships were ccmmissioned ships while from 1961 
through 1961 only three of sixteen ships were commissioned. 
In addition, all passenger ships in the nucleus fleet have 
military detachments assigned for the administration and 


care of passengers. 














— ee PATTERN A A ll eni t or beam lm nah — n : 
: 1 1 “ sr =$ y cuim ————— A 214 -- 3 — IA q HZ ME S -}- er em t i i e 
z To n a SdIHS IVIQUSHNOO CNV ENTIONN SISW| AS - sa Em e mE i 
" SETIN OOOT| Wd SHTONASS¥d NIGVO ONILYOISNVEL JÒ ISOD AHI BÀI | "i-i 2 
sert OOOT Wad SHHONESSVd NIGVO S9NILHNOdSNYUuL|4dO ISCH dOVISAV JHL 40 oo | 
d ¿aora | | F. y 
= ^ O 
S561 3 6l e96t 96T 
0 
| 
E N > 
"7% 
¿AU E c 
Zu SS T 
S Í o S 
NO hi 
- i~ 
ia IE H 
P : | | Y a 
N 
N 
ES D l e 
mE xe ^ | cur as — v. 
| \ $4809 UTQBO TIY M E. Jt 
vw i / | | "S i 
N / > 
«E mdi / ! CN 
"————— n" ü COS a 


OOT 








113 

Petroleum transportation costs. Contractor operaped 
tan-ers move about 25% of the total vetroleum transported 
and about 88% of all that is transvorted by the nucleus 
fleet. Figure 8 compares the costs of MSTS nucleus tankers, 
contractor operated tankers, and the comnosite costs of all 
movements. The ccsts of contractor operated tankers have 
almcst exactly paralleled the averagé costs of transporting 
fuel. The costs of operating the nucleus Pros espe 
extremely variable showing an upward trend. 1955 reflects 
a pericd wnen many ships of the nucleus fleet were being 
laid up and costs rose to 18.88 per 1,000 E/T miles. The 
mucileus fleet is made up of small ACG type operating mon 
eaort uneconomical routes. Dae nature oreo oe rates 
these ships cannot be censidereda as tending toward operating 


economies. 


summary 

The financial operations of MSTS have been examined 
in light of the objectives of industrial fumes as suave 
the opening of the charter. It was pointed out that the 
Bund as currently constituted does Not pay tne full) ce ia 
MSTS overations, as the law prohibits MSTS from financing 
military pay end allowances and taking depreciation on fixed 
assets. MSTS did operate at cost when only the costs 
authcrized were considered. The MSTS accounting system was 


described as a variable cost system employing the modern 
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15 
management tools of variable costing that facilitate flexi- 
ble budgeting and provide the informaticn necessary to 
consider the cost consequences of decision mala 
were oresented which showed the MSTS marine work force to be 
flexible ta the werk load imposea on the nucleus fleet. 
Further data were presented that showed the ashore work 
force to be apparently unaffected by changes in the total 
work load. The tariffs derived from themes bucee sem 
as. cost standards for its operations] “ie ior won 
industrial fund activities to produce at Power ccests "was 
examined through a series of’ data which srowed the dcwnward 
trend of costs for transporting petrolo amd pussenge no: 
The cost of transporting cargo has remained constant in the 


mace Of wecnerally Prisging prices. 
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CHAPTER IV 


SUMMARY AuD CCHCLUSIOLS 


Summary 

Past studies of industrial funds have established the 
objectives of the funds anc the criteria for evaluating 
them. One authoar has made specific recommendations for the 
improvement cf MSTS financial operations. It was pointed 
out that thesc objectives and evaluation criteria, developed 
for evaluating industrial funds in general, are not neces- 
sarily anpropriate for evaluating the Military Sea Trans- 
mertaticn Service. 

The basic accounting theories nerbinent Lo MSTS 
financial operations were examined. It was noted that vro- 
psrotapy theory is the basis for treat: 1 
the acccunting ecuation: Asscts = Liabilities + Net Worth. 
Entity theory establishes the corporation ss @ legal entity 
me Sponsib ime for its owa setiens.- The fume theory T 
basis for the entire MSTS financial arrangement. It pro- 
vides a fund of assets from which tbe activity operates in a 
self-sustaining manner. The opérations generate income 
mich is used te replace boaose assevs con ured. 

The Navy Industrial Fund is a ccnsolidated working 
Capital fund from which MSTS is Canitalized. MsiS mance: 
Hos operations by levying tariffs against its Customers ir. 


recover its operating costs. Ideally these tariffs return 
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only the costs and geuee&te no “rafit cr imme. 

Ihe objectives by which TSTST encil opena ea 
be evaluated were developed. They include: (1) paying all 
th costs of producing the servico, (2) improvea cost cons 
trol, (3) improved management attributed te the buyer being 
critical of the operations of the selle», (Lh) reporting of 
edsts by end praduct, and (5) cost standards imn tho f$ownMcE 


preset varitfis. 


Conclusions 

MSTS financial operations Were enalyzed in wae lara. 
of thesé cbjectives and the followime Conclusions dream, 

1. That MSTS tariffs did not return alne Caen ean 
tne services it provides. The costs of ei teen pe 
and the pay and allowances of the military personnol 
assigned to MSTS are not recovered by the tariffs levied. 
MHSTS is prchibited, by law, from financing these cosvs 
althoush they are cirect and true Costs cof Operations 

2% That the -M5TS-accounting system is essentia TE 
variable ccst system. As"such, it™peovides Mols wow f leew 
ble budgets and financial data in the form necessary for 
break-even analysis and decision making. 

3. That the costs of MSPS operaticns are CONAM | 
by varying the work force and the number of ships in the 
nucleus fleet with the worl load requirements. It was noted 


that the civilian vor force asnore was primarily responsive 
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to influences other than the worki aed. This vorbion o me 
work ferce is comparatively small and &@counts for a minoe 
partion ef tec tetal MSTS exvenmes. 

lh. That the cests cf transrorting passengers and 
petroleum have shcm a Cownward trend over the past ten 
years while the costs of transporting cargo have remained 
melaAtwvely Censtant, 

5. That the costs of transportin@ carpeos ón MOTS 
nucleus snivs heave generally followed tne total averano 
@osts of transccrtingecameco. 

6. That the costs of transporting pessengers have 
asereased over the past yeers, primarily due ero. tive zee 
tion in costs in the operations of the MOPS nucleus TUE 

7. That the reducticn in costs realized in petroleum 
transnortation results from lower costs in the conhe omal 


Sp opératicns rather than the-MeBSmucleis lc. 


Recommendations for further study 

This study has determined the objectives of rne 
EndustPial fund as it apalies uo ne financial operatıene 
et tke MSTS and analyzed its financial operations. Wien 
this study began, it had the additional goal of segregating 
the annual savings resulting from improved internal opera- 
tions from the total ammwal savings attr,pürea teams 
operations under the Navy Industrial Fund. Although there 


was never any question that operating MSTS under the Navy 
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Industrial Fund has saved money in the total defense effort, 
there was a question as to how much stimulus to improved 
operations the Navy Industrial Fund had nrevided. Data 
available provided little, if any, iníor aon cum asc ce 
base a conclusion. As a result, the question refMains unan- 
swered. 

The answer to this quest#gnm j5 woPrthycol DuNMEI 
study. If an accrunting or funding system is to be totally 
efrective, it must stimulate eccnomics within o vthowrunmdce 
activity as well as in the defense effort as a whole. 
Failure te de so would indeed be a s@Pious shortcoming of 
moe system., 

There is a question that occurred during the course 
of tuis study. What are tke consequences and molto 
of financing all the true and cirect costs of operating 
MSTS? The costs of cavital equipment and military pay and 
allewences are true costs, end major items of e&pense to the 
Government. The answer to this question requires research 


and study beyond the scepe of the curpent underta mEnE 
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APPEKDIX A 
PURPCSES AND OBJECTIVES OF INDUSTRIAL FUNDSL 


A. Industrial Funds are designed vd: 


l. Provide a Mere cirective meaneer Zeantrol ne 
the costs of geods and services required La De 
produced or furnished by industrial-and commer- 
cial-tyoe activities, and a more effective and 
flexible means for financing, budgeting, and 
acccunting for the costs thorecf (however, the 
establishment of an impr-ved acecuntinp system 
is not by itsclf & purgose Justin ue 
installation of an industrial fund). 

2. Create and reccgnize "buyer-seller" relation- 
ships b: tween incustrial-and commercial-type 
activities and trose activities mica budgeb for 
and crder the ¢na-vreduets cor serviced, in cee. 
to provide management advantages and incentives 
for efficiency anceccoua,...- 


3. Provide to managers of inaustrial-and commer- 
cial-tyve activities the financial suthority and 
flexibility required to procure and use manpak 
materials and other resources Ciuccri very: 


l|. Encourage more cross-servicing anong the milis 
tary departments and among their operating 
agencies, with the aim of obtaining more econo- 
mical uso of i aem@itries; 


5. Supnort the performance budgeting concept by 
facilitating budgeting and repcrting for the 
costs of end=predueG is, cme CNUs under To T EINE 
cost consequences dai decision makine, Anclas 
choices between alternatives in such terms. 


B. Specific objectives, when incustrial funds are vce E 
include the following: 


-  lpepartment of Defense, Regulations Governing Indus- 
trial Fund Operations (Department of Defense Directive 


710.4 of 17 July 1958), Washington, 1956. 





To furnish managers of industrial-and commor- 
cial-type activities with modern management 
tools comparable to tlMose utilized by sei ficienms 
private enternrises ge Gn simplare types oF 
activities; 


To provide an incentive for mnamesers of medus- 
trial fund activities to improve cost estimating 
aTá cost control through useme P eee Standarde 
by requiring a contractuel relationship between 
prcdueer and orderin’ agencies; 


Require alert, forward-looking financial plan- 
ning at industrial-and commoreial-type activi- 
ties by making them dependent financially on 

reimburs*ments received fer woods sands cms 
furnished in fFulfillisesoräers Tromesı Toers: 


Impel producers of goods ane services Lo cono 
costs in line with workloads actually gone reito 
by customers! orders, veryine the labor Loss 
and inventories aecordingly end avoreing ene 
tendency to maintain a labor force and inven- 
tories without regard to fluctuations in work. 
load levels, taxing into considera On uns 
prescribed wartime cavability requirements; 


To coordinate the financial aspects ot der c 
estimating and planning for job performance in 
torus of material requirements and labor opora- 
tions, pgeduetion scheau en? sinc omic | End 
procurement and inventory control, with budget- 
ing and cost control; 


To establish and use realistic cost standards as 
targets rather than detailed cost limitations; 


Require ordering agencics to budget, contre 2 
acccunt for the cost of all goocs and services 
ordered, rather than allu COnN to Obie EE 
goods and services; this requirement 18 desea 
to instill in the officials cr these agencies 
greater sense of responsibility and seli- ew 
restraint in limitime their orders, and bavanc= 
ing the cast ol samec (ic eoccdse sid servic ME 
be ordcred against the benefits and advantages 
of their preūürcncent, ceg eci aliy in thei eas 
alternativo or comneting demands; 


To ode oBUSLInoxascies in the position on 





10. 


11. 


12. 


on 


critic of purchase prices (i.e., costs of per- 
ferming activities) as well as quality and 
deliverysspeed of the g£aecds Mor rservices ordered 
in ceonsidératicn of relative @eaus of simile 
performing activities año Gutseide aponcies.: 


Previce meaningful bills to ordeming agencies, 
clearly relating the ¢eads andwserviccs 
furnished by a performing Aceves ro re 
charges rendered, causing Chomoro TIe eee 
to assess their precurcment prc recea sang 
specifications in full @wareness of tae Cost 
involved; 


Enable ordering agencies to pug C An ae Oee 
on an "end-product" basis (the same as when buy- 
ing from commercial contractors), simplifying 
budget presentations, buagetary control, and 
accountingenrocedures for both producers and 
Orar IIA Macas 


To establish, Waerever tessipbi predevermiaca 
prices (tariff schedules, price lists, fixed- 
price crders) for goods and services furnished 
by industrial fund “activities ACASO tna 
standard prices cn performance and enabling 
ordering agencies to planan TuE e tH CERCON: 
do 


Ta encrurage manegement of ordering agencies sto 
impreve pregram planning and “scheduling. m 
response to producers’ efforts to Hegarmauc Ton 
orders as far in advance as possible. 
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APPENDIX B 


CHARTER FOR OPERATION OF MILITARY SEA 
TRANSPORTATION SERVICE UNDER 
NAVY INDUSTRIAL FUND 


I Auer 


Military Sea Transportati^n Service is authorized to 
finance its operaticns beginning 1 July 1951 under the Navy 
Industrial Fund in accordance with Secticn 05 of the" 
National Security Act of 191.7, as amended, and Department cf 
Defense Regulations dated 13 July 1950 ceverin; the onera- 
ticns of werking-capital funds for industriel-" and commer- 
cial-type establishments. Thisüoeument consi ran szene 
charter of Military Sea Transportation service intactas 
ance with the orcvisicns of paragraph lj of the Regulations. 


II  DIRECTICN AND CONTROL 


Military Sea Transportation Service has been estube 
lished as an activity within the Department 0. tema 
pursuant to Secretary of Defense Chvecurtve (a0c0 2a 
1949. <As such it has the status of both a command activity 
and a procuring activity. As a part of the Operating Horces 
of the Navy, the Military Sea Transportation cons 
responsible through its Commander to the Chief of Naval 
Operations. AS a procuring activity, the Military Sea Trans- 
portation Service is responsible through its Commander to 
the Assistant Secretary of the Navy. 


elt. Mission 


The mission of the Military Sea Transportaticn Ser- 
Vico: pursuant to the afcremenutenea airective ei che 
secretary of Defense, is: 


(a) To provide under one authority, the control, oper- 
ation and administratiwem of sea transportation 
personnel and cargo of the Department of Defense 
(excluding that transported by units of the Fleet) 
and as authorized cr direcued for other Gevermien. 
agencies of the United States subject to policies 
and prioritics issuesedib Ao Met Co 
Staff; 


(b) To prepare plans for its employment and expansion 
in tame of9mational emersency passed Weems une 





(c) 


Dd 


policies and directives opethe Joint Cnict o aar 
Staff aná aprropriate agencies of the Department 
of Defense and to maintain a basic crganization 
capable of expansion to implement such plams; 


And tc consult with the @eppropriace cpencics of 
the Department of Defense in cocrdinaring execu 
ticn of aprroved emergency plans requiring the 
services, facilities, and pcnmacnuciscot Commercial 
sea carriers and in negctiating therefor. 


IV  PUNCTICIS AND RESP TOTER OES 


Pursuant to the afcrementicned directive cf the 
secretary of Defense, Military Sea Transportarıon Service is 
resvonsible for: 


To 


u 


The egntrol, operaticm ana administration or coi mE 
ment owned vessels assigned, and all other vessels 
acquired for the purpose of providing a nonecmbs- 
tant carrier Service of oceaunobponsponmrsca Nu au 
personnel and material for the Armed Services, and, 
as authcrized, for all other goverment agencies of 
the United States, subjcct to directives of the 
Joint Chiefs cf Staff and the Chief of Naval Opera- 
tenes. 


The establishment, contmol, and sdminist@ericn of 
organization units ashore, worldwice, necessary for 
the administration and operation of MSTS. (Exist= 
ing organizaticns and facilities of the three 
Services will be utilized by MSIS as is practican 
and necessary end as directed by the Secretary of 
Defense.) 


The procurement of vessels outside tho MSTS fyeck 
by bareboat, time and ‘*Vcyage charter, and the pro- 
curement cf passenger and cargo Space in commercial 
shipping as Mela necesaria 


The establishment of an adeguate system for report- 
ing requirements for sea transportation of passen- 
gers and cargo, and for such other operational 
information as censidered by MSTS to be necessary 
for the efficient enplio mento MSTS vessels, mond 
for the chartering of commercial vessels and the 
procurement of passenger and cargo space in com- 
mercial vessels. 


The administration cf priorities for sea 





TOs 


ll. 
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transportation of material and personnel of the 
Armed Services in accordance with the policy 
established and guidance provided by the Joint 
Ch@éers of Stat te 


In coordinaticn with pertinent government agencies, 
the preparation of recommendations for the design, 
specifications, and equipment of Meals vesselsm wa 
collaboration with pertinent gevemgmmecnt agencies, 
the making of studies, analyses and recommendations 
for the imprevement and standardization of sea 
transport control practices, preceaure. reno ves 
forms and ccordination of traffic movements. 


í 
The control and administration of maintenance, 
repair, and, alteraticn of all gcvermiient mea 
vessels assigned to MSTS plus the maintenance and 
repair„ef vessols under barebose Eisen 


The preparation of subsidiary plans for the employ- 
ment and exvansicn of MSTS in time of national 
emergency. These plans will be coordinated with 
those of the bureaus and cffices of the Navy Depart. 
ment, the Shere Establishment and the Operating 
Forces by the Chief of Naval Operations and inte- 
grated with the overall Navy Planning System. In 
such planning, policies and divectives issued Gy 
the Joint Chiefs of Staff and the Nunitions Board 
will be used as guidance. The execution of such 
plans requiring the servic acu E: 
perscnnel of commercial sea carriers, and negotia- 
tions therefor is the responsibility of the 
Commander, MSTS. 


The development and maintenance, in conscnance with 
applicable policies and pnecedures, of such cost 
acccunting records and op@rational statistics as 
will reflect the degree of efiiciency and economy, 
of the opcrations conducted by MSTS and shows the 
utilization of funds, manpower and equipment 
assigned tc MSTS. This information will be made 
available to all interested agencies of the Depart- 
ment of Defense. 


The determination of thes requirements of “Stour 
respect to personnel, equipment, material, facili- 
ties and services, and advising the Chief of Naval 
Operations in these matters, 


The preparation of budgetary and other fiscal 
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requirements of MSTS as cocrdinated with partici- 
pating agencies in accordance with directives 
issued by the Navy Comptroller. 


The administrative ccntrol of funds received by 
transfer, by reimbursement or received in payment 
for services rendered in conscnance with volicies 
directed by the S@eretary oF Verense,. 


The aprroval of stowage plans and their proper 
implementation. The Armed Service ccncerned will 
have rcpresentation-witn MSTS in the preparationwof 
detailed stowage plans affecting the shipments made 
by that service. “The movement of Armed Services 
cargo tc the side of thc vessel is a responsibility 
of the Department owning the cargo. Stevedoring 
service will be arranged for by the port command 
when gq@vernment pcrt facilities are being Utilized: 
Stevedoring service will be “arranged Fer bythe 
Department owning the cargo when commercial port 
facilities are used. The responsibility Mor wbhe 
implementation and cxecution of loading and 
unlcading rests with the activity furnishing the 
stevedoring services. The responsibility of MSTS 
for cargo begins when the cargo is finally stowed 
on board anc accepted by the commanding officer, 
and terminates when the cargo is’ accepted recia 
board ship at destination. 


The ccordination between the Services and MSTS of 
the booking of passengers and cargo. The Armed 
Service concerned will have representation with 
MSTS in the approval of detailed plans eu been 
the movement of 1ts persomel amc Cargo: 


The ccntrol of all passengers on MSTS vessels. By 
agreement between MSTS and the Armed Service con- 
cerned, administrative control may be creme sed 
through Commanders cf personnel assigned by the 
Armed Service ccncerned. The responsibility of 
the MSTS begins when the passenger embarks on the 
vessel and terminates when the passenger disem- 
barks from the vesscl. 


Tho coordination of "MSTS activities" mith the admin- 
istration, management and overaticnal control of 
port facilities. Such harber tugboats and harbor 
facilities asjare available and are necessum NM 
connection with the opération of vossels will be 
provided for the use of Wels eirouciwiuens | 
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agreements cf all Departments concerned and as 
local conditions permit, 


17. Such other funetiens andTEszensepTLTcıes ass, 
be assigned. 


V/ SERVICES AND CUSTOMERS 


Military Sea Transportation Service, in harmony with 
its basic mission is authorized to render ocean transporta- 
tion services to all agencics of the Depeitigaeny of Petenses 
to cther Governmental Departments and other Governmental 
agencies or instrumentalities, such as, but no mece ssacily 
limited to, MDAP, ECA, CRIK, IRO, when the movement of per- 
sonnel cr materiel is sponsored by one of tbe agencies of 
the Department of Defense or is authorized by high author- 
ity. 


VI BASIS OF CHARGING FOR SERVICES 


MSTS is authorized to bill each agency to whom ser- 
vices are rendered at least monthly. Burnet e 
quarter of Fiscal Year 1952 the monthly billings may be 
accomplished on the basis of a summary bill arrived at 
through an equitable allocation of monthly costs against 
the lift transported in that period. During eehis period 
memorandum billings shall be comnuted by MSTS based on tar- 
iff rates and other factors designed to recover its overall 
cost of rendering the services on the one hand and to assure 
equitable charges (to the extent deemed practicable) to all 
users of the services on the ciher hend. such tariff Paves 
shall be determined in accordance with principles set forth 
in the Industrial Fund Regulations except that no surcharges 
Will be made for statistical costs om services bad dod 
agencies outside the Department of Defense for the time 
penc. 

Monthly reocrbs for theomonbbscor July mcd EINE 
shall be prepared by MSTS showing a comparison between the 
billings actually made during each month and the m: mersndum 
billing based on tariff rates. Prior to 30 September 1951, 
a decision will be made by the Assistant Secretary of 
Defense (Comptroller) with respect to a permanent basis for 
billing for services rendercda 


Vil  CCSTS AUTHORIZED TC BE FINANCED 

Military Sea Transnortation Service is not authorized 
to finance definitively under the Navy industrial Fund coste 
of the following: 


(a) New construction and conversion of ships; 





(a) 


(e) 


(f) 
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Pay and allowances of military personnel attached 
to Military Sea Transportation Service; 


Proration of overhead of Bureau or Officer of the 
Department of the Navy, in connection with ser- 
vices rendered to Military Sea Transportation 
Service. However, this prohibition does not 
relate to items of direct expenses incurred spe- 
cifically for the ™renditicn "oras Sci ces: 


Expenses for official representation (entertain- 
ment of foreien officials meterne EE 
reciproca nn: 


Military characteristics of ships, such as arma- 
ment and amphibicus gcar; 


Battle damage repairs on MSTS ships. 


Nothins contaimed herein shall) be Cems trucdstoupa.— 
hibit Military Sea Transportation Service from fanmancine 


a Lal. 


subject to specific reimbursement, under the Navy 


Industrial Fund, costs related to the foregoing, when 
authorized to so do by the Secretary of Defense or the 
Secretary of the Navy. Such authorization shall be predi- 
caved on all of the follo inge condmimonc: 


(a) 


(b) 


Kos) 


Emergency conditions, requiring immediate action 
in the interest of National Derence. 


The ability of Military Sea Transportation Service 
to finance such costs out of its Industrial Fund 
cash balance,ewithout impairing ts laico 
short-term and long-term commitments incurred or 
to be incurred pursuant to the performance of its 
mission, and without requesting an increase in ave 
working capital. 


The established ability of the activity, which 
would normally finance such costs, to reimburse 
Military Sea Transbortaticen Service from tie cue 
rent year's appropriation or ther funds curr emu, 
available to it; within 2 Teacseneple Tom bu E 
time. The cetermination as to what is a reason- 
able length cf time shall give cue consideration 
tc representations of the Military Sea Transporta- 
tion Service as to the dates on which it will 
recuire such reimbursement In parti cr imei circu, 
to meet its can Nion 





6l, 
IX LONG-TERM CONTRACTS 


Military Sea Transrcrtaticn Service is authorized to 
enter into contracts includie lon eE eontre aS may 
be necessary in the best interests of economy and/or 
Naticnal Defense for materials aná services provided trat 
tre Cash requirements to liquidate “he FenAtIAFeNt IA 
for undclivered materials or services under such contracts 
plus other commitments and liabilities will net exceed the 
tetel cf aventleble cash nlus anticipated Teeeipse Tor ke 
same ncriod. 


X COLLECTIONS 


Military Sea Transportation Service 18 authori zeq. te 
credit the Navy Industrial "Ond with colle@tians regreesent— 
ing the cost of stores, supplies; metermiagls™or cquigment 
furnished and of services rendered or @erk error 
including applicable administrative expenses, and any other 
receipts as may be authorized by law. 


XI ACCCUNTING SYSTEM 


Military Sea Transportation Service shall employ such 
financial and accounting methods and procedures as will best 
serve its needs in the effective hmoline of its Lransac= 
tions and utilization of acccunting data as a guide to geod 
management and in rendering such reports on its financial 
status and the results of its cost of cperations as may be 
prescribed by the Secretary of Defense endesecretary sre 1c 
Navy from time to time. 

In general, its acccunting system shall be a double- 
entry commercial type system, maintainea on an aecrual 
Weeds. 


ALI WORKING CAPITAL 


Worl-ing carital tc finance the opcraticms cil @Milicary 
Sea Transportation Service will be provided &s follows: 


(a) An allocaticn of the Navy Industrial Fund to the 
preject cash account of Military Sea Transporta- 
tion Service in the amount of $100,000,000. 


(b) Military Sea Transportation Service is authorized 
to capitalize its inventories of materials and 
Supplies, subsistence stores, fuel oil, cro 
ashore and afloat, on hand as of the date of 
commencement cf operations under the Navy Indus- 
trial Fund, with a ccncurrent credit to the corpus 





(cs) 


(a) 
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of the Fund. Because themsguanti ties carried 
abcard MSTS ships are essentially only the 
requirements to complete a yoyage and replenish- 
ment appreximates consumption, ne adjustments to 
the cash allocation requested in (a) above is 
required. 


The annual lease accrued Genciv isan employees 
estimated at $5,400,000 at commencement of 
operations under Nav; Industrial Fund shall be 
recognized initially as a I DIT sae 
acegunts of Military Sea Transpor i E CIVICO: 


The amount of indemnity self-insurance estimated 
at $1,000,000 pertaining to Maritime Administra- 
tion ships time chartcred to Military Sea Trans- 
portaticn Service, at commencement of operations 
shall be recognized initially as a liar mine 

the acccunts of Military Sea Iran portation ocr 
NICE: 


The initial allocaticn of cash will be adjusted sube 
sequently as authorized by the Assistant Secretary of 
Defense (Comptroller), to meet justified needs. 


XIII EXCEPTION TO REGULATIONS AND INSTRUCTIONS COVERING 
OPEL RATICN UNDER WORKING-CAPITAL FUNDS FOR INDUSTRIAL- 
AND COMMERCIAL-TYPF ESTABLISHMENTS (INDUSTRIAL FUNDS), 
APPROVED 13 JULY 1950 


Military Sea Transportation Service 1s yauuior Zee 
deviate from the requirements of the Regulations as to: 


(a) 


Paragraphs 5(j) and 7(g) in that acquisitions of 
ships! equinage and the relatively minor items of 
furniture and equipment required in its shore 
activities may be charged to expense. 


Paragraph 7(e)(2) in that the amount tc be reim- 
bursed for services performed Tor other Government 
departments and instrumentalities need not include 
proration of military pay and allowances, depre- 
ciation and other elements of statistical costes. 
found in Section VI hereof. 


CR: J». MCNEIL 
ssistant Decretary ol Defense 


Washington, D. C. 7 May 1951 
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APPENDIX C 


PRINCIPLES AND PRQCEDUREÉS FOR MUNICIPALITY 
AND RELATED UNIT ACCOUNTING 


The Naticnal Committee cn Governmental Accounting hes 


recommended that the following principles and procedures be 


employed in acccunting fcr municipalities and related 


units. 


Princess 


ir 


The accounting system shculd make it possible (1) to 
show that legal rrevisions Rave been complied with 
and (2) to reflect the financial cenditicn and the 
financial opecraticnS@ee? che governs is. 


If 1-gal and sound accounting provisions cenflict, 
legal provisions should govein but the finance cffi- 
cer sheuld seek teo obtain chem es nec age to 
bring 1% inteskarmony with sata princes 


The general accounting system shculc be on a deuble- 
entry basis with all transacticns summarized in a 
general ledger supported by subsidiary records meme 
aporcpriate. 


Funds should be established conse teni e dl 
provisions and requirements of "sound finance! 
sdministretien, but tie number or ronderspeuie abe 
kept at a minimum to avodseundue anflexi bala wy. 


The budget document ama Tnaneral reports za cM 
recognize the following types of funds to the extent 
required: (1) General, (2) Snecial Revenue, (3) 
Bond, (11) Special Assessment, (5) Sinking, (6) Work- 
ing Capital, (7) Trust zegzsspeme,, and (58) Vera 
er Other Enternnzse. 


— 


lwilbert E. Karrenback anc Earry Simons, Advanced 


Accounting Comprehensive Volume (Cincinnati: South-Western 
Publishing Comany, 1961) pr. 7&2-78h. 
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HS 
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A complete, balancing, group ol accounts should Ge 
established fer eñen fund: including alll Gi tee 
ececunts te set Ecrth fymwencial comet lich ua ope 
aticns and to reflect Compliance with legal pro- 
VISAS. 


With the excention cf Working Capital, Utility or 
Other Enterprise, or Trust Funds, fixed assets 
should not be carried in the same fund with current 
assets but should be set up in a self-balancing 
group cf accounts knewn as the General Fixed Assets 
Group cf Acccunt; similarly, extent iieo eee 
Assessment and Utility Funds, long-tem ao es 
should net be carried in the same fund with current 
liabilities but shculd be shown in e separate self- 
balencing group of ecesunts Fromm “as the General 
Bended Debt and Interest Group cf Accounts. 


Fixed assets, should be meimtained al oripimar cost, 
or at estimated costimen oricinal eroto 
availeble; in the casé of pitts, assets should be 
maintained at the appraisal value at the time 
received. 


Depreciaticn cn general fiked assets siculdeienm.— 
reflected in the accounts unless cash for replace- 
ments can legally bc set aside; however, deprecia- 
tion may be recognized for unit eest purposes saad 
for memcrandum purposcs. 


The accounting system sbould provide For DUR TEN 
control for both revenues and expenditures, and 
financial statements should include such budgetary 
information. 


The accrual basis for revenues and expenditures is 
recommended to the extent apnlicable: revenues par- 
tially offset. by provisions lor estimaved lessen 
should be reccgnized when earned even though not 
received in cash; exponditures should be recognized 
as sron as liabilities are Incurred, 


Hevenues should be classified by fund and source; 
expenditures sheuld be Classified by funda inc ticos 
department, activity, character, and by main classes 
of cbjects in accordance with standard classifica- 


LESS. 


Cost acccunting systems should be established wher- 
ever ccsts can be measured; depreciaticn should be 
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recognized in determini e Unie cocws. 


Cemmcn terminclogy and classification should be 
used ccnsistently URraugliout the budget, THS 
accounts, and the [inane gl Vrepercs. 


Procedures: 


ie 


Accounts should be centralized under me directia 
of one cfficer tho should be responsible for secre 
ing or supervising all accounts anc preparing and 

issuing all fin ciar perıer 


Budgets arc essential for the propor management of 
the affairs of the governmental unit and snould be 
preparec even if not required by law: rung cde 
tiens should be made in such budgets. 


As soon as purchase orders cf contracts are signed, 
obligations should bd recorded as cncurbragges cr 
the funds and aporopriavicns effected. 


Inventories cf both consumam anc permanent proper- 
ties should be kcpt in subsidiary ledgers controlled 
by accounts in the general accounting sys Lens M 
cal inventories should be taken au less 20m1 REE 
and accounts and reccrds brought inte agreement with 
Such Inventores: 


Accaunting fer municipal business enterprises Sima 
follow the standerd classifications employed by 
Similar private enterprises: Accounting fervor eleec 
instituticns ghould follow the standard classifica= 
tiens for such insti vier. 


Financial reports should be ar red monate 
oftener to show the current condition of buda 
accounts and the other information necessary mt monn 
trol operations, and a general financial Tome 
should bc prepared and publicized at least Po 
year. 

Pinancial reperts of all municipalitvics of Simin. 
size and type should be genereily uniform, 


Á periodic audit by indegendent acecunudgmUs is 
sable. 
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